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SWEDEN : 


GDP BY COMPONENTS 


Private Consumption 
Total Public Consumption 
(of which: Central Government) 


VALUE 


MILLIONS U.S.$ 


1983 
47,107 
26,560 

7,421 


KEY ECONOMIC INDICATORS 


PERCENTAGE VOLUME CHANGE 
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Gross Investment 

(of which: Private Industry) 
Inventory Formation (and as % of GDP) =L Ono 
Exports of Goods and Services 32,879 
Imports of Goods and Services 31,407 
GDP 90,666 90,666 


16,603 
2,380 


TRADE AND BALANCE OF PAYMENTS 


Exports of Goods f.o.b. 
Exports to United States 
Imports of Goods c.i.f. 
Imports from United States 
Balance of Trade2 

Balance on Current Account 
Balance on Capital Account 
Foreign Exch. Res. 


MEMORANDUM ITEMS 


Industrial Production 

Real Disposable Income (1980 Prices) 
Average Hourly Earnings in Industry 
Producer Prices, Annual Average 
Consumer Prices, Annual Average 


Central Bank Discount Rate, Year-End and 6/29/84 
Money Supply (M3) 3, Billions of Kronor 

Yield on Industrial Bonds, Avg. and 7/15/84 
Labor Force (in thousands), Annual Average 

Open Unemployment Rate, Annual Average 

Exchange Rate4: SEK (kronor) per U.S. $1.00 


+ Including statistical correction. 
2 Year-end and 6/29/84. 
3 Year-end and 6/29/84. 
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MILLIONS S E K, CURRENT PRICES 


1982 1983(prel.) 1984(est.) 


168,131 210,311 237,800 


11,940 18,483 N/A 
173,928 200,225 222,000 
14,621 16,686 N/A 

-7,092 


‘ +9,559 +15,270 


—22,476 -8,241 -1,570 
+20,279 7,453 N/A 


25,115 32,153 31,338 


PERCENTAGE CHANGE 


1983 (prel.) 
+ iG oe. 


ed. 


1984(est.) 
+ 6 6 
+ 0.3 


12.84% 


4,225 4,219 4,256(est.) 


Sok SS 35 8 3.3 $(est.) 
6.29 7.67 7.98 


M3 = sum of non-bank public's deposits of all kinds in all 


types of banks, and notes and coins in circulation outside banks. 
Annual averages and average for first half of 1984. 


5 Estimates are taken from the Revised National Budget (RNB). 


differ, they are indicated in the text. 


Main imports from the United States during 1983 (millions of U.S. dollars) : 
appliances, and telecommunications equipment, 900; 
Plastic materials, 351; Foods, beverages, and tobacco, 


When our forecasts 


Machinery, 


Chemicals, pharmaceuticals, and 


136; Motor vehicles and other means 


of conveyance, 91; Instruments and Optical goods, 148; Coal and coke, 106. 


Sources: 
Central Bureau of Statistics. 


Swedish Finance Ministry and its Economic Research Institute; Central Bank; and 





SUMMARY 


By most indicators, Sweden's economy is undergoing a powerful recovery. The 
strength behind this economic performance is drawn largely from the export 
sector and is attributable to the 1982 devaluation, whose effect on the 
competitiveness of Swedish goods has still not played itself out. This year's 
surplus in the trade account could surpass SEK 18 billion (the unrevised 
government forecast is SEK 15.2 billion) or 2.4 percent of GNP and produce a 
balance in the current account for the first time since 1973. Record 
profitability and greater capacity utilization should translate into higher 
levels of industrial investment. The economic momentum should be maintained 
through 1985 as business investment and stockbuilding assume the export 
sector's current role in generating demand. The Government will use tight 
credit policy to curb growth in private consumption and pursue a relatively 
less expansionary budgetary policy than in earlier years. (Budget deficits 
should still remain in the range of 8 percent of GNP.) Both measures will be 
directed at bringing down inflation, the one area where success has eluded 
policymakers. High wage settlements earlier in the year led the Government to 
revise its inflation targets upwards and it now hopes to bring the rate down 
to 6 percent by year-end 1984. Further success hinges on the outcome of 1985 
wage negotiations, and the Government is actively pressing labor and 
management to hold to a 5-percent wage ceiling in this upcoming round. 


While the 1982 devaluation has boosted the export-oriented sector, underlying 
problems remain within the economy. Total unemployment, counted as the 
official “open” figure plus government-supported job programs, is above 8 
percent and has continued to rise since 1980. Forecasts for industrial 
investment are up, after year's of disinvestment, but even if such investments 
materialize they will still be below levels attained ten years ago. Solutions 
to both problems are linked and require the creation of a new wage-negotiating 
model, one which takes into account Sweden's relative cost position on world 
markets as well as a sustained period of profitability to encourage capital 
investment. 


CURRENT ECONOMIC SITUATION 


Sweden's economy, fueled by an export-led upswing, was experiencing levels of 
peak activity during the summer of 1984, levels not reached since the 1979-80 
recovery. GDP growth should reach 2.8 percent in 1984, and a June industrial 
survey indicated that the country was following its classic pattern for a 
business cycle. Certain forest product sectors, such as sawnwood, which 
usually lead a recovery, were turning down, while the engineering sector, 
which normally trails, was experiencing boom conditions. By mid-summer, the 
economy recorded its fifth straight quarter of GDP growth and increase in 
export sales. At the same point in time, however, imports began to grow 
faster than exports, another sure sign that the cycle was maturing. 


Profits of industrial firms continue to improve markedly. The return on total 
capital assets increased by almost 3 percentage points to more than ll percent 





in 1983. Productive capital investment is estimated to have given a higher 
yield than financial assets for the first time since 1974. Profitability has 
been uneven, however, with the export sector benefiting most from the 1981 and 
1982 devaluations and leading a recovery in industrial investment. 


The only real setback faced by the economy has been on the inflation front. 
The inflation rate, while falling, has remained higher than in Sweden's major 
trade partners. Generous wage settlements in 1984 added to the pressure on 
prices and sparked a government reaction in the form of a brief price freeze 
in the spring. 


PRODUCTION AND INVESTMENT - 


Industrial production levels have been rising more or less steadily in Sweden 
since early 1983. Over the first six months of 1984, production levels jumped 
by 8.1 percent compared with the same period in 1983. Expansion will continue 
into the second half of the year, with industrial orders rising for both 
domestic and export markets. Production could increase by approaching 7 
percent in 1984. The engineering, iron and steel, and metals sectors will 
account for most of the rise. Output in engineering at mid-year, for example, 
was 15 percent higher than a year earlier. Industrial productivity has also 
shown improvement. Production per hour worked in the first quarter of 1984 
was 8.5 percent higher than in the first quarter of 1983. This trend is 
expected to continue and could mitigate the unfavorable effects of high wage 
settlements earlier this year. 


Capacity utilization and profits improved significantly in the export sector 
as 1984 progressed. As a result, projections for industrial investment--in 
contrast to general investment levels--have been revised sharply upwards. An 
increase of as much as 20 percent could be recorded in 1984. This upturn 
Starts at a very low level, however, and even if so great an increase 
materializes, investment will still be below levels of the mid-1970's. The 
rate of industrial investment should slow in 1985 but the Government projects 
a growth of 15 percent. The recent spurt in imports is taken as a sign that 
much of this investment will be in machinery. and capital equipment. 


PRIVATE CONS UMPTION 


Real disposable income is forecast to rise slightly in 1984, but by less than 
a full percentage point. (The Government's original forecast was set at 0.3 
percent but the substantial wage settlements of earlier this year make a 
0.8-0.9 percent increase more likely.) This is a welcome development after a 
decline in household incomes of more than 6 percent over the 1980-83 period. 
The savings ratio, which fell to zero in 1983, is expected to recover somewhat 
this year but should still permit private consumption to rise by 0.5 percent. 
In 1985, real disposable income should again increase but growth’ will depend 
on the outcome of the Government's efforts to moderate wage settlements. 
General settlements within its guidelines could translate into another 0.5 
percent increase in private consumption. 





PUBLIC SECTOR 


Reduction in the budget deficit has been a priority of the present 
Government. Fiscal policy has been less expansionary, and the policy is 
beginning to show some positive results. Expenditure growth, if not reversed, 
has at least been slowed, while revenue, due to the upturn in the economy and 
certain extraordinary measures taken in the fall of 1983, has increased. 
Forecasts of the underlying budget deficit have therefore been reduced from 
SEK 92.1 to SEK 81.6 billion for FY 1984/85. This would reduce the deficit as 
a share of GDP from a peak of 13.1 percent in FY 1982/83 to 8.6 percent in FY 
1984/85. In popular terminology, however, some commentators describe this 
drop as a cyclical and not structural improvement. Even under favorable 
assumptions in the Government's medium-term forecasts (i.e. 3-percent annual 
inflation, 5-percent wage cost increases, 2-percent GDP growth and declining 
interest rates), the deficit is not expected to fall below 7.9 percent of GDP 
by FY 1988/89. 


WAGES AND PRICES 


High wage settlements in the earlier part of the year have complicated the 
fight against inflation. Settlements averaged 8-9 percent, well above 
government guidelines, and led to the introduction of a brief (April-June) 
price freeze. A freeze on rents and measures to neutralize sizable corporate 
liquidity, the result of record profit levels, through compulsory deposits in 
the Central Bank accompanied the freeze and are still in effect. Meanwhile, 
the Government has held joint talks with management and labor representatives 
to urge more moderate wage settlements in 1985. Unions and industry have 
agreed to hold wage-cost increases to within the Government's 5-percent target 
in 1985 but differences remain over how to achieve this target in practice. 


Holding next year's wage agreements to 5 percent could theoretically allow the 
inflation rate to drop to 3 percent by year-end 1985, an important government 
goal. The inflation rate, while falling, remains above that of Sweden's major 
trade partners and is working to erode the competitive advantage won by the 
October 1982 devaluation. The growth of the 1984 average consumer price index 
is officially forecast to be 7.3 percent, and by year-end the inflation rate 
could be as low as 6 percent (December 1984 over December 1983). 


EMPLOYMENT AND LABOR 


Sweden's approximately 4.4 million workers constitute a highly unionized and 
well-disciplined workforce. Thirty-seven percent of all workers are employed 
by the public sector. Union leaders support free trade, Swedish investment 
abroad, and foreign investment in Sweden, since they are keenly aware that 
Sweden's jobs are heavily dependent on foreign trade and investment. Swedish 
unions support a shorter workweek as a means of improving family life but, 


unlike some of their West European colleagues, do not view it as a solution to 
unemployment. 
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Open unemployment will decline from 3.5 percent in 1983 to a projected 3.0-3.3 
percent in 1984. The decrease in the number of openly unemployed has been 
offset by an increase in the number of workers enrolled in government-provided 
job training and temporary work. Total unemployment--persons benefiting from 
government-sponsored programs, discouraged job-seekers, the underemployed, and 
those accepting premature retirement--exceeds 8 percent, and this figure has 
been climbing since 1980. 


WAGE-EARNER FUNDS: In December 1983, the Social Democratic Government, under 
heavy pressure from its major trade union supporters, pushed through the 
Parliament legislation creating five regional investment funds. These union- 
controlled funds will be financed by payroll taxes and levies on "excess 
profits" and be used to purchase stock in Swedish companies, thereby expanding 
public ownership in the private sector. Profits from these investments will 
be used primarily to support the national pension system. The business 
community continues to oppose the scheme as a dilution of private ownership in 
Swedish industry. The non-socialist parties have pledged to abolish the funds 
if and when they return to power. 


CREDIT AND MONETARY POLICY 


In June 1984, the Central Bank announced a one-percentage-point increase in 
the discount rate, its major credit policy instrument, to 9.5 percent and a 
two-percentage-point increase to 13.5 percent in the penalty rate, used to 
influence short-term rates. The Bank justified these moves as needed to stem 
capital outflows drawn by higher foreign interest rates. The measures also 
appear to be part of a general policy to tighten credit and head off any 
overheating in the economy which might result from the higher-than-expected 
wage settlements in 1984. Policymakers also have an eye on the upswing in 
domestic demand predicted for 1985 and want to reduce any inflationary 
pressures this adds to prices. The Government has proposed restrictions on 


consumer credit, including limitations on the use of credit cards, beginning 
later this year. 


The rate of money supply growth fell markedly in the second quarter of 1984 
and central bank spokesmen explain this development in terms of reduced 
central government borrowing. The money supply increase measured in the 
twelve months ending in June 1984 was only 2.6 percent, the lowest rate since 
1970 and down from a rate of approximately 10 percent at the end of 1983. 
Commentators caution, however, that so sharp a decline may prove temporary. 


FOREIGN TRADE 


The upturn in Sweden's economy is due almost entirely to favorable trade 
developments. These result from a well-timed l16-percent devaluation of the 
krona in October 1982, following a similar measure (of 10 percent) in 
September 1981. The competitive advantage won for the export sector by these 
moves has still not played itself out, and Swedish industry will probably 





further expand its market shares in Western Europe and North America as these 
economies conclude the initial stages of recovery from recession. The trade 
account is officially estimated to produce a surplus approaching SEK 16 
billion in 1984 but could well exceed SEK 18 billion, up from SEK 10.1 
billion recorded in 1983. 


EXPORTS: The devaluations of 1981 and 1982 are calculated to have reduced the 
average price level for Sweden's manufactured exports to the OECD area by as 
much as 10 percent at the end of 1983. Exports of goods are forecast to be up 
6.6 percent in 1984 in volume terms, after an 11.9-percent increase in 1983. 
The export industry is optimistic about performance in the first half of 1985, 
but the favorable effects of devaluation can be expected to fade by the end of 
that year, moderating export growth to 3 percent in volume terms. 


IMPORTS: Imports are expected to grow at a faster rate in 1984 after an 
increase in volume terms of only 1 percent in 1983. The Government estimates 
that the strong demand for imports registered towards the end of the second 
quarter will continue and produce an overall increase of approaching 7 percent 
in 1984. Engineering sector imports could rise by as much as 14 percent while 
consumer products could rise by as little as 5 percent in volume terms. 
Rising machinery investment should bolster imports through 1985 and produce a 
4.5-percent growth in volume terms. 


Energy conservation and a shift to alternative sources continues to produce 
impressive effect on the consumption of petroleum in Sweden. Net imports 
crude oil and petroleum products in constant 1980 prices moved from SEK 
billion in 1974 to an estimated 18 billion in 1984. Petroleum imports will be 
even lower in 1985 due to a planned reduction in oil inventory reserves. 


SWEDEN'S TRADE WITH THE UNITED STATES: At the time of writing (August 1984), 
the U.S. dollar bought more than 8.3 Swedish kronor (SEK), a record-high 
exchange rate. This has produced dramatic effects on our bilateral trade. 
Swedish exports as of July were up 63 percent over the corresponding period of 
1983 and the United States was close to, but not yet, becoming Sweden's 
largest export market, absorbing 11.2 percent of all exports. Imports from 
the United States over the same period fell by 4 percent. Swedish trade with 
the United States will be in surplus for the second year in a row, and 
automobiles will again account for more than half of all exports. 


BALANCE OF PAYMENTS 


The improved trade performance is expected to contribute to a near balance in 
the current account in 1984. (The latest official estimate, made in April 
1984, foresaw a small deficit of SEK 1-1.5 billion.) There should be a 
doubling of the surplus in services, the result of improved net shipping 
earnings and a smaller deficit in net tourism. This will be counterbalanced 
somewhat by a higher outflow of transfers due to increased interest payments. 
The current account should be in surplus in 1985 and permit a reduction in the 
Government's foreign borrowing needs. 





FOREIGN DEBT: The national debt (i.e. central government) totaled SEK 483 
billion at the end of Jume 1984. The external element of this figure was SEK 
103 billion, or SEK 129 billion at prevailing exchange rates. Interest 
Payments on the national debt are expected to account for 21 percent of 
government expenditures in fiscal year 1984/85. The Government's revised 
forecast estimates that its borrowing needs in fiscal year 1984/85 will amount 
to SEK 160 billion, of which SEK 15-20 billion will be from foreign sources. 
Interest on total borrowing abroad for all sectors in 1984 is forecast by the 
Central Bank to be SEK 29.9 billion. (The net interest payments will be SEK 
20.4 billion.) Amortizations on medium- and long-term foreign borrowing are 
estimated at SEK 20.1 billion. The Swedish National Debt Office has continued 
to pursue an aggressive policy of restructuring its borrowing portfolio. This 
policy is designed to even out maturities on outstanding obligations and 
retire old debts to take advantage of the favorable interest rates now 
available to low-risk sovereign borrowers such as Sweden. 


1985 AND BEYOND 


The export sector will continue to provide the engine for growth in the 
economy through 1985. If industrial production is to be held at and even be 
expanded from current peak levels, however, this role will increasingly have 
to be assumed by internal demand. Increases in industrial investment and 
comparatively large stockbuilding should develop in time to compensate for a 
Slowdown in export growth and contribute to a continued rise in industrial 
production, although at a slower rate. Since both investment and stock- 

building will necessitate heavier levels of imports, this should work to slow 


the growth and eventually narrow the surplus in the trade account in 1985 and 
thereafter. 


Prospects beyond 1985 will hinge on the economy's ability to: 1) bring price 
and cost increases in line with those of its most important competitors, and 
2) maintain the depth and sustainability of the industrial investment now 
occurring within the economy. The competitive effects of earlier devaluations 
should be eliminated by the end of 1985. The outcome of government efforts to 
coax management and labor into a new model for coordinating wage settlements, 
one which takes into account Sweden's relative cost position on world markets, 
will be critical. Repetition of the excessive settlements of 1984 will only 
slow and eventually reverse the growth in market shares and hasten a return to 
trade deficits. Equally important will be an industry commitment to a 
Sustained period of investment. Such investment is unlikely to materialize 
until returns on equity are stable and compare favorably with those earned by 
financial assets. This precondition was met in 1984, but the Government needs 
to nurture the trend by observing a more restrictive budgetary policy. A 
reduction in the State's borrowing needs would contribute to lower interest 
rates and to the attractiveness of productive over financial investment. 


AGRICULTURE AND FORESTRY 


AGRICULTURE : 


Sweden's heavily protected agricultural sector looks to having a 
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good year in 1984, and price supports for grain, livestock and livestock 
products have been increased substantially. This year's grain crop is 
estimated at 6.2 million metric tons, with an export surplus of 1.3 million 
tons. A 10-percent surplus in milk production as well as considerable 
surpluses of beef and pork are expected. 


While Sweden's goal remains to produce a surplus in grains and be more or less 
self-sufficient in livestock production, it will continue to run a negative 
balance in other agricultural commodities. During the first quarter of 1984, 
Sweden's agricultural imports jumped 18 percent and reached SEK 4.1 billion. 
In spite of the increased dollar rate, imports from the United States remained 
at 7 percent (SEK 284 million) of total agricultural imports. Over the same 
period, Sweden's agricultural exports only increased by 2.1 percent to SEK 1.9 


billion, but exports to the United States went up by as much as 82.3 percent 
and reached SEK 113 million. 


In 1983, the Swedes imported agricultural products worth about $140 million 
from the United States, or roughly four times what they exported to the United 
States. The U.S. products of most importance to Sweden and those with the 
best export opportunities are fruits and vegetables of all kinds, tobacco, 
rice, and limited quantities of grains. 
FORESTRY: Forestry and forestry industry products are one of the main sources 
of income in Sweden, and also make a significant contribution to the balance 
of trade. Such products account for about 20 percent of total exports and 
only 2 percent of imports. The effects of the devaluation in October 1982 
proved most advantageous for the forestry industry, particularly the sawmill 
industry, where production in 1983 increased by about 12 percent. Competition 
from Finland and Canada will increase in 1984 and Swedish exporters will find 
it difficult to sustain present levels of export. Although consumption is 


decreasing both on the domestic market and in Europe generally, Sweden 
continues to increase its production. 


The climate in Sweden favors the production of long-fibred conifers, and there 
are very few tree species. Spruce and pine dominate, while birch, 
beech, alder, and aspen account for only 15 percent of total stock. The very 
limited assortment of tree types in Sweden provides some opportunities for 
U.S. exports of certain types of hardwoods and plywoods, whereas the 
possibilities of selling other wood products are negligible. 


oak, 


IMPLICATIONS FOR U.S. EXPORTERS 


American exporters should not be misled by the current expansionary prospects 
in the Swedish economy. The high exchange rate of the dollar has been and 
remains a potent impediment to increased U.S. sales, and, until such time as a 


more realistic exchange rate is achieved, our sales prospects in broad terms 
to the Swedish market will remain poor. 





The current boom in the automotive and high-technology industries will 
continue. Swedish automobile sales abroad are climbing right off the charts, 
following a banner year in 1983, when sales and profits set new records. 
Sweden's high-technology industries (communications, energy, robotics, etc.) 
have garnered a large number of major contracts that will ensure healthy 
growth well into the future. The production of these industries incorporates 
a high percentage of imported components, with the United States being a prime 
source of supply. 


Swedish engineering skill, together with the American orientation of Swedish 
Management, is producing a strong trend toward joint ventures with American 
firms. Saab's venture with Fairchild Industries to produce commuter aircraft 
is the leading though not the only major example of this trend. A number of 
prominent U.S. firms are exploring the possibilities of joint ventures with 
Swedish industry to develop sales opportunities in third-world markets where 
Swedish political neutrality affords a marketing advantage. 


There are a number of product areas in Sweden that hold good prospects today 
and should continue to do so for a number of years. These are the areas for 
American exporters to pursue. 


Sweden today is simply a great market for computer software, and those who 
enter will realize major gains. The current market, estimated at $429 
million, will grow at an annual rate of 30 percent, reaching a total market of 
$1.6 billion in 1988. More than half of this is in standard software, the 
area in which U.S. suppliers can predominate. The standard software market 


will grow 32 percent annually, reaching $781 million in 1988. Computer 
utilization in Sweden is very high. By 1987, the country will be the most 
terminal-dense country in Europe with the total number of installed terminals 
exceeding 100,000 units or 30 per 1,000 employees. In general, Swedish 
end-users will be looking for software in the following application areas: 


- Material administration, 


Education packages to meet the need for in-house training 
of EDP personnel, 


Program generators for improving in-house software 
productivity. 


The largest growth in standard software will occur in the minicomputer area, 
which will have a 54-percent growth rate, followed by small-business computer 
software, which will have a 34-percent annual growth rate. Mainframe software 
will have the slowest growth rate at 31 percent. 


The computer hardware market in Sweden is experiencing phenomenal growth. 
Currently measured at $490 million, the volume of sales over the next five 
years is expected to more than double. The market for small, desktop, 
personal computers in business will be one of the decade's explosive growth 
areas. We foresee an annual growth rate of 35 percent to reach $212 million 





in 1988. The market for minicomputer hardware, which we estimate at $53 
Million in 1982, has been dominated by the 16-bit and below systems, which 
accounted for over 80 percent of total sales. The 32-bit superminicomputers, 
however, have a larger future and will grow 30 percent per annum from current 
sales of $10 million to $48 million by 1988. The data terminals market will 
expand at a 20-percent annual rate, reaching $303 million by 1988. In this 
area, CRI intelligent terminals will be the growth leader with a 30-percent 
growth rate. 


Medical equipment is a profitable market even though Sweden, like other 
countries, faces skyrocketing health-care costs and has aé_e stringent 
cost-containment policy. The growth surge will rise from the continued 
reorientation of health ‘care toward medical specializations and acute care. 
Hospitals are investing in the most advanced equipment available. The 
Pacesetter here is diagnostic equipment, which should rise by about 26 percent 
to about $76 million over the next three years. Lower-cost tomographic X-ray 
scanners will help boost that market specialty by 26 percent. The ultrasonic 
scanner market is also growing at a 26-percent rate and is worth around $7 
million, and the market for electroencephalographs is growing at a 27-percent 
rate. 


American exporters wishing to improve their position in the Swedish market can 
benefit from a number of useful services available from the Commerce 
Department at modest cost. Market survey reports and counseling are 
obtainable from the Swedish Desk in the U.S. Department of Commerce. In 
Sweden, the American Embassy offers exclusive company promotions in the 


Embassy itself attended by major Swedish buyers and agents. The Embassy 
sponsors U.S. firms wishing to exhibit in Swedish trade fairs, either on their 
own or through their trade associations or state government export development 
agencies. U.S. firms exhibiting in major European trade fairs such as 
Hannover also receive direct assistance from Embassy Stockholm. The Embassy 
conducts a pre-show promotion for such firms and escorts Swedish agents and 
buyers to the fair to provide introduction to the American exhibitors. 
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